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Financial fraud has always been a problem since the stock market generated, 
which greatly trouble the majority of investors and the securities regulatory agency. 
It is also a problem that academia and practice of accounting highly concerned. In 
particular, since the beginning of the 21st century with economic development, 
financial fraud issue is not only unabated, but more and more serious in nature, 
which resulting in extremely bad social impact. How to effectively prevent the listed 
companies’ financial fraud has been a current issue to be solved. 
We attempt to investigate the method of financial fraud governance form the 
two perspectives of legal protection and internal control. This paper focuses on three 
issues: (1) whether raising the level of legal protection contributes to the suppression 
of list companies’ financial fraud; (2) whether raising the level of internal control 
contributes to the suppression of list companies’ financial fraud; (3) what kind of 
interaction exist between legal protection and internal control? 
We choose 173 listed companies which suffer administrative penalty, publicly 
condemn or openly criticized by the CSRC, the Shanghai Stock Exchange or the 
Shenzhen Stock Exchange and the corresponding matching companies as the object 
of this study. By the empirical test we find that both legal protection and internal 
control can effectively decrease the likelihood of financial fraud , and substitution 
effects doesn’t exist between legal protection and internal control.  
We use internal control index data from Xiamen University internal control 
index group to provide empirical evidence for the suppression of internal control to 
financial fraud. The research of substitution effects extends research about financial 
fraud .
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